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HighTower Securities LLC

Financial Report

December 31 2012

Filed as PUBLIC information pursuant to Rule 7a-5d

under the Securities Exchange Act of 1934



McGladrey LLP

McGladrey

Independent Auditors Report

To the Managing Member

HighTower Securities LLC

Chicago Illinois

Report on the Financial Statement

We have audited the accompanying statement of financial condition of HighTower Securities LLC the

Company as of December 31 2012 that is filed pursuant to Rule 17a-5 under the Securities Exchange
Act of 1934 and the related notes the financial statement

Managements Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in

accordance with accounting principles generally accepted in the United States of America this includes

the design implementation and maintenance of internal control relevant to the preparation and fair

presentation of the financial statement that is free from material misstatement whether due to fraud or

error

Auditors Responsibility

Our responsibility is to express an opinion on this financial statement based on our audit We conducted

our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statement is free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in

the financial statement The procedures selected depend on the auditors judgment including the

assessment of the risks of material misstatement of the financial statement whether due to fraud or error

In making those risk assessments the auditor considers internal control relevant to the Companys

preparation and fair presentation of the financial statement in order to design audit procedures that are

appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness of

the Companys internal control Accordingly we express no such opinion An audit also includes

evaluating the appropriateness of accounting policies used and the reasonableness of significant

accounting estimates made by management as well as evaluating the overall presentation of the

financial statement

Member of the RSM International network of independent accounting tax and consulting firms



We believe that the audit evidence we have obtained is sufficient and appropriate to provide basis for

our audit opinion

Opinion

In our opinion the financial statement referred to above presents fairly in all material respects the

financial position of HighTower Securities LLC as of December 31 2012 in accordance with accounting

principles generally accepted in the United States of America

t-

Chicago Illinois

February 27 2013



HighTower Securities LLC

Statement of Financial Condition

December 31 2012

Assets

Cash 4162108

Deposits with clearing brokers 235094

Receivables from clearing brokers 904735

Fee income receivable
715530

Other assets
195949

Total assets
6213416

Liabilities and Members Equity

Liabilities

Due to affiliates
1290237

Accounts payable and accrued expenses 61019

Total liabilities
1351256

Members equity
4862160

Total liabilities and members equity
6213416

See Notes to Financial Statement



HighTower Securities LLC

Notes to Financial Statement

Note Nature of Business and Significant Accounting Policies

Nature of business HighTower Securities LLC the Company is registered broker-dealer under the

Securities Exchange Act of 1934 and is member of the Financial Industry Regulatory Authority FINRA

Additionally the Company is member of the National Futures Association NFA and registered

commodity trading advisor CTA Subsequent to year-end the Company also became registered as an

introducing broker IB The Company is wholly owned subsidiary of HighTower Holding LLC the

Parent

The Company provides full-service securities brokerage services to retail and institutional customers

primarily through the services provided by its registered representatives and advisors Pursuant to

clearing agreement between the Company and its clearing brokers National Financial Services LLC and

JP Morgan Clearing Corp all securities transactions are cleared on fully disclosed basis

The Company operates under the provisions of Paragraph k2ii of Rule 5c3-3 of the Securities

Exchange Act of 1934 and accordingly is exempt from the remaining provisions of that Rule

Essentially the requirements of Paragraph k2ii provide that the Company clear all transactions on

fully disclosed basis with clearing broker-dealer and promptly transmit all customer funds and securities

to the clearing broker-dealer The clearing broker-dealer carries all the accounts of the customers and

maintains and preserves all related books and records as are customarily kept by clearing broker-

dealer

summary of the Companys significant accounting policies follows

Accounting policies The Company follows Generally Accepted Accounting Principles GAAP as

established by the Financial Accounting Standards Board the FASB to ensure consistent reporting of

financial condition

Use of estimates The preparation of financial statements in conformity with GAAP requires

management to make estimates and assumptions that affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the date of the financial statements Actual

results could differ from those estimates

Revenue recognition The Company earns commission revenues from customer transactions in

options stock mutual funds and fixed income securities Commission revenues and related brokerage

and clearing costs are recognized on trade-date basis as securities transactions occur Fee income

consists primarily of income generated by fees on customer assets on deposit with clearing broker Fee

income is recorded when earned

The Company also receives commission payments and fee income on client transactions These include

insurance products variable annuities mutual funds 401k and 529 Plans Revenue is recorded when

earned

Interest income consists primarily of income generated by cash deposits held in accounts by the clearing

brokers Interest income is recorded when earned

Fair value of financial instruments The Companys financial instruments including cash deposits with

clearing organizations payables and due to affiliates are carried at amounts which approximate fair

value



HighTower Securities LLC

Notes to Financial Statement

Note Nature of Business and Significant Accounting Policies Continued

Income taxes The Company is single member limited liability company and is treated as

disregarded entity for federal income tax purposes Accordingly it does not file any tax returns but its

taxable income is reported as part of its Parents tax returns The Parent is limited liability company

whose income or loss is includable in the tax returns of its members

The Company recognizes and measures its unrecognized tax benefits in accordance with the Income

Taxes Topic of the FASB When tax returns are filed it is highly certain that some positions taken would

be sustained upon examination by the taxing authorities while others are subject to uncertainty about the

merits of the position taken or the amount of the position that would be ultimately sustained The benefit

of tax position is recognized in the financial statements in the period during which based on all

available evidence management believes it is more likely than not that the position will be sustained upon

examination including the resolution of appeals or litigation processes if any Tax positions taken are

not offset or aggregated with other positions Tax positions that meet the more-likely-than-not recognition

threshold are measured as the largest amount of tax benefit that is more than 50% likely of being realized

upon settlement with the applicable taxing authority The Company has identified no uncertain tax

positions through December 31 2012 and accordingly has not recorded liability for the payment of

interest or penalties

The Parent is generally not subject to examination by U.S federal or state taxing authorities for tax years

before 2009

Reclassification Certain balances in the prior year financial statements have been reclassified to

conform to the current year presentation

Subsequent events The Company has evaluated subsequent events for potential recognition and/or

disclosure through the date these financial statements were issued see Note

Note Deposits with and Receivables from Clearing Brokers

At December 31 2012 deposits with clearing brokers includes cash deposits totaling $235094 that are

required to be maintained in accordance with the Companys clearing broker agreements

Receivables from clearing brokers on the statement of financial condition consist of cash and amounts

due to the Company from its clearing brokers for commissions and fees earned by the Company

Note Related Parties

At December31 2012 included in the amount due to affiliates is $10421 due to the Companys Parent

for certain shared expenses in accordance with an expense sharing agreement The expense sharing

agreement provides for the Parent to provide certain services to the Company The Company is allocated

an amount equal to the estimated cost of the expenses incurred in connection with providing these

services

Due to affiliates also includes an amount due to an entity affiliated through common ownership in the

amount of $1279826 for advisory fee income collected by the Company on behalf of such affiliate



HighTower Securities LLC

Notes to Financial Statement

Note Off-Balance Sheet Risk Concentration of Credit Risk Commitments Contingencies

and Indemnifications

Credit risk is the amount of accounting loss the Company would incur if the counterparty failed to perform

its obligations under contractual terms Substantially all of the clearing and depository operations of the

Company are performed by its clearing brokers pursuant to clearance agreements The

Companys exposure to credit risk associated with the nonperformance of counterparties in fulfilling their

contractual obligations pursuant to securities transactions can be directly impacted by volatile securities

markets credit markets and regulatory changes

In the normal course of business the Companys clearing brokers make margin loans to the Companys

customers which are collateralized by customer securities In permitting the customers to purchase

securities on margin the clearing brokers are exposed to the risk of market decline that could reduce

the value of the collateral held below the customers indebtedness before the collateral can be sold

which could result in losses to the clearing brokers The Companys agreement with the clearing brokers

require the Company to reimburse the clearing brokers for any losses incurred related to customers

introduced by the Company The Company seeks to control the risk associated with customer activities

by monitoring customer trading activity and by sharing in the commissions and fees earned by the

registered representatives servicing those customers

The Company maintains its cash in bank deposit accounts which at times may exceed federally insured

limits The Company has not experienced any losses in such accounts Management believes that the

Company is not exposed to any significant credit risk on bank deposits

In the ordinary course of business the Company may be subject to various legal and regulatory matters

One current matter outstanding is in its early stages and the Company believes that the claims against it

are without merit The Company believes that the outcome of any such matters individually or in the

aggregate if unfavorable would not have material adverse effect on the results of its financial position

or business

In the normal course of business the Company indemnifies and guarantees certain service providers

such as clearing brokers against specified potential losses in connection with their acting as an agent of

or providing services to the Company The maximum potential amount of future payments that the

Company could be required to make under these indemnifications cannot be estimated However the

Company believes that it is unlikely it will have to make material payments under these arrangements and

has not recorded any contingent liability in the financial statements for these indemnifications

Additionally the Company enters into contracts and agreements that contain variety of representations

and warranties and which provide general indemnifications The Companys maximum exposure under

these arrangements is unknown as this would involve future claims that may be made against the

Company that have not yet occurred The Company expects the risk of any future obligations under

these indemnifications to be remote



HighTower Securities LLC

Notes to Financial Statement

Note Net Capital Requirements

The Company is broker-dealer subject to the SEC Uniform Net Capital Rule Rule 5c3-1 under the

Securities Exchange Act of 1934 as amended administered by the SEC and FINRA which requires the

maintenance of minimum net capital The Company is required to maintain net capital of the greater
of

6-2/3% of aggregate indebtedness or $250000 and requires that the ratio of aggregate indebtedness to

net capital both as defined shall not exceed 15 to Rule 5c3-1 also provides that equity capital may

not be withdrawn or cash distributions paid if the resulting net capital ratio would exceed 10 to At

December 31 2012 the Company had net capital of $3940681 which was $3690681 in excess of its

required net capital of $250000 The Companys net capital ratio was 0.34 to

At December31 2012 the Company reported that it would be withdrawing $1500000 of its members

equity on January 14 2013 The effect of the proposed withdrawal would reduce net capital and excess

net capital by the same amount


